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DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE 

Public  Health  Service 

Information  Regarding  Requirements 
for  Health  Maintenance  Organizations 

agency:  Public  Health  Service,  HEW. 
action:  Notice,  information  regarding 
requirements  for  qualified  health 
maintenance  organizations. 

summary:  This  notice  contains 
information  relating  to  the  requirements 
for  federally  qualihed  health 
maintenance  organizations  (HMOs)  as 
set  out  in  Title  XIII  of  the  Public  Health 
Service  Act  (the  Act),  as  amended,  and 
its  implementing  regulations  at  42  CFR 
Part  110.  This  information,  which 
includes  a  number  of  interpretive 
rulings,  is  being  published  in  response  to 
significant  questions  that  have  been 
raised  regarding  those  requirements. 

FOR  FURTHER  INFORMATION  CONTACT: 
Howard  R.  Veit,  Director,  Office  of 
Health  Maintenance  Organizations, 

Park  Building,  3rd  Floor,  12420  Parklawn 
Drive,  Rockville,  Maryland  20857,  301/ 
443-4106. 

SUPPLEMENTARY  INFORMATION:  Title  XIII 
of  the  Act.  “Health  Maintenance 
Organizations,”  was  enacted  by  the 
HMO  Act  of  1973  (Pub.  L.  93-222)  and 
was  amended  in  1976  (by  Pub.  L.  94-460) 
and  in  1978  (by  Pub.  L.  95-559).  During 
the  course  of  the  administration  of  Title 
XIII,  HMOs  and  others  have  identified 
questions  relating  to  the  requirements 
for  federally  qualified  HMOs  as  set  out 
in  the  statute  and  in  the  regulations 
implementing  Title  XIII  at  42  CFR  Part 
110,  Subpart  A,  The  purpose  of  the 
materials  set  forth  below  is  to  respond 
to  the  significant  questions  which  have 
been  raised.  The  Department’s  Office  of 
Health  Maintenance  Organizations 
(OHMO)  will  use  the  materials  in  this 
Notice  in  performing  its  administrative 
and  regulatory  duties  under  Title  XIII 
and  its  implementing  regulations. 

OHMO  notes  that  these  materials  are 
a  mixture  of  (a)  interpretations  of  the 
regulations  and  (b)  informational 
restatements  of  the  current  regulatory 
language.  OHMO  also  points  out  that 
some  of  the  materials  below  are 
incorporations  of  policies  set  forth  in  the 
Notice  of  Proposed  Rulemaking  (NPRM) 
on  the  “Relationships  Between  Federally 
Qualified  HMOs  and  Other  Parties.” 
published  on  July  18, 1979,  at  44  FR 
41838-41.  In  that  NPRM,  the  Secretary 
stated  that,  after  receiving  public 
comment  on  the  proposed  policies 
governing  those  issues,  the  policies 
would  be  finalized  and  either  set  forth 


as  interpretive  rulings  or  incorporated 
into  regulations,  as  appropriate.  The' 
policies  discussed  in  the  NPRM  which 
are  not  set  forth  in  this  document  will  be 
incorporated  (subject  to  revision  based 
on  the  public  comments  received)  into 
Subpart  A  in  the  near  future. 

While  the  materials  set/orth  here 
relate  only  to  Subpart  A  of  the  HMO 
regulations,  OHMO  may  issue  further 
information  and  interpretive  rulings,  as 
appropriate,  which  relate  to  other 
subparts  of  these  regulations,  as  well  as 
update  the  materials  below  regarding 
Subpart  A. 

The  materials  issued  in  this  Notice,  as  ‘ 
well  as  any  subsequent  rulings,  will  be 
contained  in  an  HMO  Policy  Manual 
which  will  be  available  for  distribution 
to  the  public  in  the  near  future.  In 
addition  to  the  information  and 
interpretive  rulings  published  in  Notices 
such  as  this  one.  the  manual  will  contain 
copies  of  Title  XIII,  the  current 
regulations,  and  technical  assistance 
guidance  papers.  The  manual  will  be 
made  available  to  anyone  making  a 
request  to  the  address  listed  above. 

The  information  and  interpretive 
rulings  are  set  forth  below  in  the 
following  format:  The  citation  to  the 
relevant  section  of  the  regulations:  the 
general  topic  covered;  the  specific 
question  that  has  been  asked;  and  the 
response  of  OHMO. 

Dated:  April  21, 1980. 

Howard  R.  Veit, 

Director,  Office  of  Health  Maintenance 
Organizations. 

Definitions 

§  110.101  Health  maintenance 
organization. 

Q.  Is  it  permissible  for  an  HMO  to  be 
a  cost  center  or  separate  line  of  business 
of  a  sponsoring  organization  (i.e.,  the 
organization  which  provides  initial 
financing  or  in-kind  contributions  or 
controls  the  policies  and  the  operations 
of  the  HMO)? 

A.  No.  The  HMO  must  be  a  separate 
legal  entity  with  its  own  policymaking 
body.  Therefore,  it  is  not  permissible  for 
an  HMO  to  be  a  cost  center  or  separate 
line  of  business  of  sponsoring 
organization.  However,  administration 
of  the  HMO  may  be  through  a 
designated  unit  or  cost  center  of  a  legal 
entity,  if  the  legal  entity  is  the  HMO. 

Q.  Is  it  permissible  for  an  HMO  to  be 
a  subsidiary  of  a  sponsoring 
organization? 

A.  Yes.  An  HMO  may  be  a  subsidiary 
if  the  HMO  itself  is  a  legal  entity 
meeting  the  requirements  of  Title  XIII. 

Q.  Is  it  permissible  for  an  HMO  to 
share  a  license  to  operate  with  a 
sponsoring  organization? 


A.  No.  The  HMO  must  be  a  separate 
legal  entity  holding  its  own  license  to 
operate,  if  such  a  license  is  required  by 
State  law. 

%  110,101  Individual  practice 
association. 

Q.  Are  there  any  limitations  on  the 
IPA’s  activities  with  respect  to  its  non- 
HMO  patients? 

A.  Not  under  Title  XIII. 

%  110.101  Medical  group. 

Q.  Is  the  principal  professional 
activity  requirement  (over  50  percent 
individually)  limited  to  direct  patient 
care? 

A.  No.  The  over  50  percent 
requirement  applicable  to  each 
individual  refers  to  his  or  her 
commitment  to  the  medical  group  and 
may  include  related  activities,  such  as 
teaching  or  research. 

Q.  Within  the  first  four  years  after 
qualification,  may  a  health  professional 
who  devotes  50  percent  or  less  of  his 
professional  activity  to  the  coordinated 
practice  of  his  professional  activity  to 
the  coordinated  practice  of  his 
profession  be  a  member  of  the  medical 
group  with  which  an  HMO  contracts? 

A.  Yes. 

Q.  Four  years  after  the  HMO’s 
qualification,  may  a  health  professional 
who  devotes  50  percent  or  less  of  his 
professional  activity  to  the  coordinated 
practice  of  his  profession  be  a  member 
of  the  medical  group  with  which  an 
HMO  contracts? 

A.  No.  Section  110.104(a)(2)  requires 
that  four  years  after  qualification  the 
HMO  not  contract  with  a  medical  group 
unless  each  member  of  the  medical 
group  devotes  at  least  50  percent  of  his 
principal  professional  activity  to  the 
coordinated  practice  of  his  profession. 

Q.  Must  the  professional  activities  in 
which  the  coordinated  practice  of  a 
health  professional  takes  place  be  for  a 
single  medical  group? 

A.  Yes.  This  definition  of  medical 
group  applies  to  a  single  medical  group 
affiliated  with  an  HMO. 

Q.  Must  the  substantial  responsibility 
requirement  of  the  group  relate  to  a 
single  HMO? 

A.  Yes.  The  requirement  that  the 
group  have  substantial  responsibility  for 
the  delivery  of  health  services  to 
members  of  an  HMO  refers  to  members 
of  a  single  HMO. 

Q.  Does  the  principal  professional 
activity  requirement  apply  to  health 
professionals  associated  with  an  IPA  or 
staff  model  HMO? 

A.  No.  The  requirement  is  applicable 
only  to  the  medical  group  model  HMO. 
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Q.  Are  there  any  limitations  on  the 
medical  group’s  activities  with  respect 
to  its  non-HMO  patients? 

A.  Not  under  Title  XIII. 

§  110.101  Medical  group  member. 

Q.  May  a  health  professional 
associated  with  a  medical  group  be 
exempt  from  the  principal  professional 
activity  requirement? 

A.  Yes.  A  health  professional  who  is 
neither  a  partner,  associate,  or 
shareholder  in  a  medical  group,  nor 
designated  “a  medical  group  member" 
by  the  partners,  associates,  or 
shareholders,  is  exempt  from  the 
principal  professional  activity 
requirement. 

Q.  May  a  health  professional 
associated  with  a  medical  group  be 
exempt  from  the  calculations  regarding 
the  35  percent  of  the  group’s 
responsibilities  toward  HMO  members? 

A.  Yes.  A  health  professional  who  is 
not  a  “member”  as  defined  above  is 
excluded  from  the  calculations 
regarding  the  35  percent  responsibilities 
toward  HMO  members. 

§  110.101  Medically  underserved 
populations. 

Q.  What  are  the  criteria  which  the 
Secretary  uses  to  determine  if  an  area  is 
medically  underserved? 

A.  As  described  in  §  110.203(d), 
medically  underserved  areas  are 
designated  by  the  Secretary  taking  into 
consideration  at  least  the  following 
factors: 

1.  Ratio  of  primary  care  physicians  to 
population; 

2.  Infant  mortality  rate; 

3.  Percentage  of  the  population  which 
is  age  65  or  over;  and 

4.  Percentage  of  the  population  with 
family  income  below  the  poverty  level. 

A  list  of  medically  underserved  areas 
already  designated  may  be  obtained  by 
writing  the  Regional  Health 
Administrator  in  the  appropriate 
Regional  Office  of  the  Department  of 
Health,  Education,  and  Welfare  at  the 
addresses  set  forth  at  45  CFR  5.31(b). 

It  should  be  noted  that  for  the 
purposes  of  determining  whether  an 
HMO  is  required  to  have  representation 
of  a  medically  underserved  population 
on  the  policymaking  body 
(§  110.108(h)(l)(ii)),  such  determination 
shall  be  made  on  the  basis  of  the 
percentage  of  the  HMO’s  enrollment 
residing  in  areas  which  have  been 
designated  as  medically  underserved 
areas. 

§  110.101  Subscriber. 

Q.  May  an  HMO  contract  with 
another  party  which  issues  to  the 


subscriber,  on  behalf  of  the  HMO,  a 
contract  for  HMO  membership? 

A.  Yes. 

Q.  Are  there  conditions  governing  an 
other  party-subscriber  contract? 

A.  Yes.  the  subscriber  contract  issued 
by  an  other  party  must: 

1.  Conform  with  the  benefit  and 
payment  requirements  of  the  Act; 

2.  Specify  that  the  HMO  has  the 
ultimate  responsibility  to  provide  or 
arrange  for  and  be  responsible  for  the 
delivery  of  all  contracted  for  services; 
and 

3.  Specify  that  in  the  event  the  HMO’s 
contract  with  the  other  party  terminates, 
the  HMO  is  obligated  to  continue  to 
provide  or  arrange  for  services  to  which 
members  are  entitled  under  the 
subscriber  contract. 

Health  benefits  plan:  Basic  health 
services 

§  110.102(a)  Basic  health  services. 

Q.  Who  determines  whether  basic 
health  services  are  medically  necessary? 

A.  The  HMO,  through  its  providers, 
makes  the  determination  on  a  case-by¬ 
case  basis  as  to  which  basic  (and 
supplemental  services,  if  offered)  are 
medically  necessary  services  to  be 
provided  to  members. 

Q.  If  a  member  is  hospitalized  on  the 
effective  date  of  group  coverage,  is  the 
HMO  responsible  for  the  provision  of 
medically  necessary  basic  health 
services  for  that  member? 

A.  Yes.  So  long  as  the  member  agrees 
to  come  under  the  care  of  the  HMO,  the 
HMO  is  responsible  for  providing  health 
services  to  that  member. 

Q.  Are  ambulance  services  a  basic 
health  service? 

A.  Yes.  Ambulance  services 
determined  to  be  medically  necessary 
are  required  basic  health  services.  (See 
§  110.102(d)(5)  for  the  exclusion  of  non- 
medically  necessary  ambulance 
services.) 

Q.  Is  it  allowable  for  a  multi-site  HMO 
to  require  a  member  to  designate  one 
specific  site  of  the  HMO  within  the 
service  area  from  which  the  member  is 
to  receive  most  basic  health  services? 

A.  Yes.  However,  an  HMO  may  not 
deny  a  member  a  medically  necessary 
service  sought  at  a  different  site  of  the 
HMO  than  the  one  the  member 
designated,  if  its  provision  is 
immediately  required.  Further,  the  HMO 
may  not  insure  or  make  other 
arrangements  for  the  costs  of  providing 
medically  necessary  emergency  care  to 
members  at  sites  of  the  HMO  other  than 
the  one  designated  (except  to  the  extent 
that  the  cost  is  insurable  under 
§  110.108(b)(1)). 


§  110.102(a)(2)  Outpatient  and 
inpatient  services. 

Q.  Is  it  allowable  for  an  other  party  to 
enter  into  contract  with  hospitals,  on 
behalf  of  an  HMO,  for  the  provision  of 
hospital  services? 

A.  Yes,  An  other  party  may  contract 
with  a  hospital  on  behalf  of  an  HMO. 

Q,  Is  a  contract  required  between  an 
HMO  or  other  party  and  a  hospital  for 
the  provision  of  hospital  services? 

A.  No.  A  contract  by  or  on  behalf  of 
an  HMO  with  a  hospital  is  not  required; 
however,  an  HMO  must  demonstrate 
that  HMO  covered  services  will  be 
available  and  accessible  to  HMO 
members  as  needed. 

§  110.102(a)(3)  Medically  necessary 
emergency  services. 

Q.  May  an  HMO  impose  a  dollar  limit 
other  than  allowable  copayments  on 
medically  necessary  emergency  services 
provided  out  of  the  service  area? 

A.  No.  Since  it  is  a  basic  health 
service,  a  medically  necessary 
emergency  service  may  not  be  limited  as 
to  time  or  cost  (except  for  allowable 
copayments). 

§  110.102(a)(4)  Mental  health  services. 

Q.  Is  short-term  outpatient  therapy  in 
support  of  evaluative  or  crisis 
intervention  mental  health  services  a 
required  basic  health  service? 

A.  Yes.  In  addition  to  evaluative  and 
crisis  intervention,  short-term  outpatient 
therapy  for  mental  conditions  in  support 
of  evaluative  or  crisis  intervention  is  a 
basic  health  service. 

Q.  To  what  period  of  time  does  “20 
outpatient  visits  per  year”  apply? 

A.  The  12  month  period  may  be  the 
HMO’s  fiscal  year,  a  calendar  year,  or 
contract  year,  provided  the  standard 
applied  is  consistent  for  all  members.  To 
assure  full  and  fair  disclosure  to 
members,  the  HMO  must  identify,  in 
advance,  the  12  month  period  which  will 
apply. 

Q.  When  an  HMO  provides  inpatient 
mental  health  services,  is  it  allowable 
for  the  HMO  to  count  the  inpatient 
physician  services  for  mental  health 
against  the  basic  health  benefit  for 
outpatient  mental  health  services? 

A.  No.  The  20  outpatient  visits  for 
mental  health  are  a  required  basic 
health  service.  All  other  mental  health 
services  are  considered  supplemental 
health  services,  including  professional 
services  provided  in  the  hospital. 
Supplemental  inpatient  mental  health 
services  may  not  be  provided  in  lieu  of 
the  required  basic  outpatient  health 
services  for  mental  health. 
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§  110.102(a)(5)  Abuse  of  or  addiction  to 
alcohol  and  drugs. 

Q.  Are  basic  health  services  for  the 
abuse  of  or  addiction  to  alcohol  and 
drugs  separate  from  the  basic  health 
services  for  mental  health  services? 

A.  Yes.  Basic  health  services  for  the 
abuse  of  or  addiction  to  alcohol  and 
drugs  are  separate  from  mental  health 
services:  therefore,  the  provision  of  such 
services  may  not  be  counted  against  the 
requirement  for  at  least  20  outpatient 
visits  as  may  be  necessary  for  mental 
health.  If,  however,  outpatient  mental 
health  services  are  rendered  in 
conjunction  with  services  for  the  abuse 
of  or  addiction  to  alcohol  and  drugs, 
such  mental  health  services  may  be 
chargeable  to  the  20  outpatient  visit 
requirement. 

§  110.102(a)(7)  Home  health  services? 

Q.  Are  house  calls  within  the  HMD’s 
service  area  a  required  basic  health 
service? 

A.  Yes.  Services  provided  in  the  home 
are  considered  home  health  services  and 
are  therefore  required  basic  health 
services.  A  house  call,  which  is  one  form 
of  home  health  care,  is  a  required  basic 
health  service.  It  should  be  noted  that 
house  calls  may  be  provided  by 
physicians  or  health  professionals 
consistent  with  State  laws,  and  need  be 
provided  only  when,  in  the  judgment  of 
the  HMD’s  providers,  such  services  are 
medically  necessary. 

§  110.102(a)(8)  Preventive  health 
services. 

Q.  Do  pediatric  and  adult 
immunizations  include  biologicals  and 
their  administration? 

A.  Yes.  Biologicals  and  their 
administration  are  integral  components 
of  medically  necessary  immunizations. 

§  110.102(b)  Supplemental  health 
service  included  in  the  basic  health 
service  package. 

Q.  Is  it  allowable  for  the  HMD  to 
place  limits  of  time  or  cost  on 
supplemental  benefits  which  are 
included  in  the  basic  benefits  package? 

A.  Yes.  Neither  the  Act  nor  the 
regulations  place  restrictions  on 
supplemental  services  with  respect  to 
time  or  cost.  In  addition,  the  requirement 
that  copayments  be  nominal  does  not 
apply  to  supplemental  health  services. 
However,  all  supplemental  services 
offered  on  a  prepaid  basis  must  be 
community  rated  (See  §  110.106(b)  for 
two  exceptions  to  this  rule). 

§  110.102(c)  HMO  good-faith  effort  to 
provide  services. 

Q.  Are  strikes  or  labor  disorders 
within  an  HMD  considered  events 


outside  the  HMD’s  control  with  regard 
to  its  ability  to  provide  health  services 
to  the  membership? 

A.  No.  An  event  not  within  the  control 
of  an  HMD  is  defined  as  one  where  the 
HMD  cannot  exercise  influence  or 
dominion  over  its  occurrence. 
Accordingly,  labor  disputes  within  the 
HMD  are  not  considered  events  outside 
the  control  of  the  HMD. 

§  110.102(d)  Exclusions  from  basic 
health  services. 

Q.  Is  it  allowable  for  an  HMD  to 
exclude  health  services  which  are  not 
specifically  authorized  as  exclusions  in 
the  regulations? 

A.  No.  The  only  permissible 
exclusions  are  listed  in  §  110.102(d). 
However,  an  HMD  may  seek  the 
Secretary’s  approval  for  additional 
exclusions  under  §  110.102(d)(16),  as 
discussed  below. 

Q.  When  must  application  be  made  to 
the  Secretary  for  a  determination  that  a 
service  may  be  excluded  because  it  is 
unusual  and  infrequently  provided  and 
not  necessary  for  the  protection  of 
individual  health? 

A.  An  application  to  exclude  services 
considered  “unusual  and  infrequently 
provided’’  may  be  made  either  in 
anticipation  of  service  demands  or  after 
a  particular  service  has  been  requested 
by  a  member.  The  application  should 
cite  the  HMD’s  justification  for 
requesting  the  exclusion,  including 
appropriate  medical  evidence  to  support 
its  view.  The  application  for  exclusion  is 
to  be  submitted  to  the  Director,  Dffice  of 
Health  Maintenance  Drganizations. 
Notices  of  exclusions  approved  will  be 
published  in  the  Federal  Register  and 
the  Secretary  will  indicate  in  the  notice 
whether  all  HMD’s  may  exclude  the 
service  without  further  application. 
Consistent  with  requirements  for  full 
disclosure,  such  information  must  be 
made  known  to  members  and 
prospective  members  by  the  HMD. 

Q.  What  are  examples  of  services 
which  would  be  considered  by  the 
Secretary  as  unusual  and  infrequently 
provided  and  not  necessary  for  the 
protection  of  individual  health? 

A.  Transsexual  surgery  and  reversal 
of  voluntary  sterilization  are  services 
which  the  Secretary  has  approved  as 
exclusions.  The  Secretary  has  indicated 
the  general  applicability  of  the 
exclusions  for  these  services. 

Q.  Are  blood  derivaties  allowable 
exclusions  from  basic  health  services? 

A.  Yes.  However,  the  administration 
of  blood  derivaties  is  a  basic  service 
imder  §  110.102(a)(2)(ii). 


Health  Benefits  Plan:  Supplemental 
Health  Services 

§  110.103(a)  Supplemental  health 
services. 

Q.  Must  an  HMD  obtain  the  approval 
of  the  Secretary  before  it  offers  “other 
health  services  which  are  not  included 
as  basic  health  services?” 

A.  No.  Specific  approval  is  not 
required  for  including  a  service  which  is 
not  a  basic  health  service  among  the 
supplemental  health  services  which  an 
HMD  may  offer.  However,  the 
discretion  to  add  supplemental  health 
services  to  the  basic  health  service 
package  does  not  extend  to  eliminating 
a  basic  health  service  in  exchange  for 
adding  a  supplemental  service.  An  HMD 
must  provide  at  least  basic  health 
services  to  all  its  members  tmless 
otherwise  permitted  under  the  Act. 

Providers  of  Basic  and  Supplemental 
Health  Services 

%  110.104(a)(1)  Arrangements  for  HMO 
providers. 

Q.  Must  an  HMD  be  designated  as 
one  of  the  “models”  described,  that  is, 
as  a  staff,  medical  group,  or  IP  A,  or  can 
an  HMD  be  designated  as  more  than 
one  model  category? 

A.  For  purposes  of  Section  1310,  an 
HMD  must  be  designated  as  either  a 
staff,  medical  group,  or  IPA  model. 
Where  there  is  a  combination  of  staff 
and  medical  group,  the  HMD  is 
designated  as  a  medical  group:  where 
there  is  an  IPA  and  a  medical  group,  the 
HMD  is  designated  as  an  IPA. 

Q.  For  an  IPA  model  HMD  to  obtain 
Federal  qualification,  when  must  the 
IPA  entity  be  established? 

A.  When  Title  XIII  grant  or  loan 
guarantee  assistance  is  involved,  the 
IPA  entity  must  be  established  prior  to 
the  award  of  funds  for  initial 
development.  An  entity  seeking 
qualification  as  an  IPA  model  HMD 
which  did  not  receive  such  assistance 
must  have  an  IPA  entity  in  operation 
when  the  HMD  becomes  operational.  In 
order  for  the  Secretary  to  be  assured 
that  the  IPA  will  be  operating  as 
required,  the  HMD  must  be  able  to 
document,  at  the  time  of  the 
qualification  site  visit,  that  the  IPA  with 
which  it  is  to  be  affiliated  has  made 
sufficient  progress  toward  becoming 
operational. 

§  110.104(a)(2)  Waiver  of  the  medical 
group  coordinated  practice  of  medicine 
requirement. 

Q.  Can  an  HMD  receive  a  waiver  of 
the  requirement  that  50  percent  of  the 
professional  activity  of  each  medical 
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group  member  be  the  coordinated 
practice  of  medicine? 

A.  No.  As  of  four  years  after 
qualification,  the  HMO  can  obtain  a 
waiver  only  of  the  "substantial 
responsibility"  requirement.  However,  it 
need  not  have  a  medical  group  which 
complies  with  the  "principal 
professional  activity”  requirement  for 
the  four  year  period  following 
qualification. 

Payment  for  Basic  Health  Services 

§  110.105(a)(1)  Periodic  payment  for 
basic  health  services. 

Q.  Are  there  Federal  statutory  or 
regulatory  restrictions  regarding  the 
frequency  of  HMO  rate  changes? 

A.  No.  The  HMO  determines  the 
frequency  of  rate  changes  subject  to 
State  law  and  to  any  agreed  upon 
arrangements  with  employing  entities  or 
subscribers. 

§  110.105(a)(4)  Copayment 
requirements. 

Q.  Must  a  copayment  imposed  on 
medically  necessary  health  services 
obtained  other  than  through  the  HMO 
be  the  same  as  the  copayment  the  HMO 
would  have  charged  for  the  same 
service  obtained  through  the  HMO? 

A.  No.  An  HMO  is  permitted  to 
impose  different  copayment  charges  so 
long  as  these  charges  do  not  exceed  the 
limitations  of  §  110.105(a)(4). 

Q.  In  addition  to  or  in  lieu  of 
copayments,  may  the  HMO  impose 
deductibles? 

A.  No.  Premiums  may  be 
supplemented  only  by  nominal 
copayments  in  accordance  with 
§  110.105(a)(4). 

Q.  What  is  the  effect  of  the 
amendments  to  Title  VII  of  the  Civil 
Rights  Act  known  as  the  Pregnancy 
Discrimination  Act  (Pub.  L.  95-555)  on 
HMO  copayments  for  maternity  services 
and  on  an  HMO’s  inclusion  in  an 
employer’s  health  benehts  plan  under 
Section  1310  of  the  Public  Health 
Service  Act  (dual  choice)? 

A.  The  Pregnancy  Discrimination  Act 
applies  only  to  employers,  not  to  HMOs 
except  insofar  as  they  are  employers.  To 
be  in  compliance  with  the  provisions  of 
the  Pregnancy  Discrimination  Act,  an 
employer  may  not  offer  a  plan  which 
contains  copayments  applicable  to 
maternity,  but  not  to  other  inpatient 
services.  Further,  any  copayment 
amounts  for  inpatient  hospital  services 
must  be  the  same  regardless  of  whether 
the  admission  is  for  maternity  or  non- 
maternity  services.  If  an  HMO  does  not 
comply  with  an  employer's  request  to 
bring  its  maternity  practices  into 
compliance  with  the  Pregnancy 


Discrimination  Act,  the  Secretary  will 
not  initiate  proceedings  to  assess  a  civil 
penalty  against  the  employer  if  the 
employer  refuses  to  include  the  HMO  in 
its  health  beneHts  plan. 

\  110. 105(b)( 1)  and  (2)  Community 
rating  system. 

Q.  What  are  the  allowable  methods 
for  establishing  prepaid  rates  for  basic 
and  supplemental  services  under  a 
community  rating  system? 

A.  The  OHMO  paper  “Establishing 
Prepaid  Rates  for  Federally  Qualified 
Health  Maintenance  Organizations 
Under  a  Community  Rating  System”, 
May  29, 1979,  responds  to  this  question 
and  is  reproduced  below: 

Introduction 

The  purpose  of  this  paper  is  to  set 
forth  the  basis  for  determining  whether 
an  HMO  establishes  its  prepaid  rates  for 
basic  and  supplemental  health  services 
under  a  commimity  rating  system  as 
required  by  the  Health  Maintenance 
Organization  Act. 

The  general  outline  of  the  paper  is  as 
follows.  Section  I  describes  community 
rating  as  it  has  been  defined  historically 
distinguishes  community  rating  from 
experience  rating,  and  gives  reasons 
why  HMOs  and  their  prototypes  have 
preferred  to  use  community  rating. 
Section  II  describes  the  community 
rating  requirements  of  the  HMO  Act  and 
includes  a  discussion  of  the  legislative 
intent  in  amending  the  Act  to  take  into 
accoimt  a  variety  of  group  rating 
practices  used  by  HMOs.  Section  III 
provides  a  list  of  general  principles  for 
determining  whether  an  HMO’s  prepaid 
rates  are  in  conformity  with  the  Act’s 
requirements.  Finally,  Section  IV 
describes  and  illustrates  rate  making 
practices  which  are  permissible  under  a 
community  rating  system. 

I.  The  Community  Rating  Concept 

A.  Community  Rating  Contrasted  With 
Experience  Rating 

Both  community  rating  and 
experience  rating  are  applications  of  the 
insurance  principle  of  spreading  risk  to 
minimize  the  likelihood  of  individual 
financial  catastrophe.  However,  unlike 
experience  rating,  community  rating 
encourages  the  widest  participation  of 
various  population  segments  by 
averaging  the  cost  of  the  total 
population  to  reduce  high  rates  for  high 
risk  groups. 

A  fundamental  distinction  between 
community  rating  and  experience  rating 
relates  to  the  nature  and  size  of  the 
population  that  is  used  as  the  base  for 
rate-setting.  In  a  community  rated  plan, 
the  “community”  is  generally 


understood  to  mean  the  plan’s  entire 
membership.  Alternatively,  under 
experience  rating,  each  large  group  is  a 
separate  population  base  and  very  small 
groups  are  pooled  to  make  one  or  more 
large  groups. 

One  author  has  distinguished  between 
commimity  rating  and  experience  rating 
as  follows: 

"When  an  insuring  agency  charges  the 
same  premium  for  the  same  benehts  to  all 
individuals  or  groups  regardless  of  age  and 
sex  composition  and  cost  experience  of  the 
insured,  it  is  said  to  employ  a  conununity 
rate.  If  the  agency  uses  an  experience  rate,  it 
varies  premiums  according  to  the  cost 
experience  of  each  group  covered;  members 
of  some  groups  then  pay  higher  average 
premiums  than  members  of  other  groups. 
Under  this  arrangement,  therefore,  the  cost  of 
health  insurance  is  not  spread  equally  among 
groups.”  ‘ 

Community  rating  was  widely  used  by 
Blue  Cross  Plans,  beginning  in  the 
1930’s,  based  on  the  perception  that 
resulting  premiums  would  be  most 
attractive  to  a  broad  cross  section  of  the 
population  and  that  enrollment  would 
thus  be  maximized.  However,  stiff 
competition  from  commercial  insurance 
plans  forced  Blue  Cross  to  reconsider 
and  in  the  1950’ s,  it  began  to  abandon 
community  rating.®  Today,  Blue  Cross, 
Blue  Shield,  and  commercial  insurers  all 
use  experience  rate. 

B.  Reasons  for  Community  Rating 

Historically,  there  have  been 
compelling  reasons  for  group  practice 
prepayment  plans  and  for  other  HMO 
prototypes  to  community  rate. 

First,  maximum  stability  and 
predictability  of  rate  revenues  can  be 
achieved  under  community  rating.  Wide 
year-to-year  fluctuations  in  the 
utilization  and  cost  of  services  by 
individuals  or  groups  do  not  result  in 
wide  fluctuations  in  their  rates  under 
community  rating.  However,  such 
fluctuations  do  occur  under  experience 
rating,  in  part  because  of  shifting 
utilization  and  costs  and  in  part  because 
of  the  practice  of  rebating  premium 
revenue  to  groups  which  have  better 
than  projected  experience  for  a 
particular  period.® 


’  Odin  W.  Anderson,  The  Uneasy  Equilibrium, 
College  and  University  Press,  New  Haven,  Conn,, 
1968,  Page  202. 

’Commercial  insurers  were  able  to  offer  healthy 
groups  lower  rates  under  experience  rating  than 
Blue  Cross  could  under  community  rating.  To  the 
extent  that  commercial  insures  were  successful  in 
attracting  healthy  groups  from  Blue  Cross,  the 
residual  population  of  higher  risk  Blue  Cross 
enrollees  had  ever  increasing  community  rates 
leading  to  competitive  disadvantages. 

’The  practice  of  rebating  premium  revenue 
creates  inflationary  pressures.  In  order  to  provide 
for  rebate  requirements,  experience  rated  plans 
must  establish  sufficient  reserves.  Premium  rates 
must  be  higher  to  maintain  such  reserves  and  in  this 
respect  experience  rating  is  inflationary. 
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Revenue  stability  and  predictability 
make  planning  easier,  both  from  the 
standpoint  of  the  HMO  and  of  the 
individual  or  group.  Of  most  importance, 
the  stability  achieved  under  community 
rating  is  crucial  for  essentially  fixed  cost 
plans  which  must  maintain  professional 
stafis,  equipment,  and  facilities  to  meet 
their  responsibilities  to  provide  or 
arrange  services  for  enrolled  members. 

Second,  community  rating  is  less 
costly  to  administer  than  is  experience 
rating.  It  is  not  necessary  under  this  rate 
making  method  to  keep  track  of  the 
costs  and  utilization  of  specific  services 
provided  to  specific  individuals  or  to 
groups.  Of  course,  the  maintenance  of 
records  of  such  costs  and  utilization  is 
required  under  experience  rating. 

Third,  community  rating  is  simple  and 
easy  to  understand.  Also,  the  basis  for 
prepaid  rates  can  be  easily  explained 
and  justified  to  individuals  or  to 
representatives  of  enrolled  groups. 

Fourth,  community  rating  makes  plans 
more  accessible  for  high  risk  individuals 
and  groups.  It  permits  plans  to  serve  a 
broad  cross  section  of  the  general 
community.  This  was  one  of  the  key 
reasons  for  requiring  community  rating 
under  the  HMO  Act.  The  following  is  an 
excerpt  from  the  report  on  the  HMO  Act 
by  the  House  Committee  on  Interstate 
and  Foreign  Commerce. 

“The  use  of  experience  rating  has  in 
practice  tended  to  make  health  services  most 
expensive  for  groups  which  are  at  highest 
risk,  and  thus  usually  least  able  to  afford 
services.  It  has  also  encoiuaged  HMDs  to 
seek  out  groups  of  enrollees  who  will  be  the 
least  expensive  for  that  HMO  to  take  care  of. 
The  Committee  has  chosen  to  require 
community  rating  so  that  prices  for  services 
will  be  uniform  for  all  of  the  members 
enrolled  in  an  HMO  and,  thus,  so  that 
individuals  who  have  the  highest  risk  will  not 
also  be  required  to  pay  the  highest  prices. 

This  will  limit  somewhat,  the  HMO's 
incentive  to  seek  out  and  care  for  only  the 
healthiest  members  of  the  population.”  * 

The  Senate  Committee  on  Labor  and 
Public  Welfare  gave  a  similar  reason  as 
follows: 

“Another  closely  related  and  equally 
widespread  practice,  known  as  experience 
rating,  enables  health  insurers  to  charge 
premium  rates  based  upon  the  actual  claims 
experience  of  a  particular  group  of 
subscribers.  This  has  the  practical  impact  of 
lowering  the  cost  of  health  insurance  for  ‘low 
risk’  or  relatively  healthy  population  groups, 
while  at  the  same  time  raising  costs  and 
diminshing  the  availability  of  health 
insurance  for  those  suffering  from  costly 
illnesses.  The  aged  and  chronically  ill,  who 


*  House  of  Representatives,  Report  by  the 
Committee  on  Interstate  and  Foreign  Commerce  on 
the  Health  Maintenance  Organization  Act  of  1973, 
Report  No.  93-451,  pp.  23  and  24. 


are  least  able  to  afford  health  insurance,  end 
up  paying  the  highest  costs  for  premiums. 
Mindful  of  these  facts,  the  Committee  has 
included  provisions  requiring  that  Federally 
funded  HMOs  and  HSOs  charge  a  uniform 
rate  (with  the  exception  of  family  rates)  to  all 
its  enrollees.”  • 

n.  HMO  Act  Community  Rating 
Requirements 

Subsection  1301(b)(l]  of  the  Health 
Maintenance  Organization  Act  requires 
qualified  HMOs  to  provide  basic  health 
services  for  a  basic  health  services 
payment  which  is  fixed  under  a 
community  rating  system.  Subsection 
1301(b)(2)  requires  qualified  HMOs 
which  provide  supplemental  health 
services  on  a  prepayment  basis  to  fix 
payment  for  such  services  under  a 
community  rating  system.* 

Subsection  1301(8)  in  part  provides: 

‘The  term  ‘community  rating  system* 
means  a  system  of  payments  for  health 
services.  Under  such  a  system  rates  of 
payments  may  be  determined  on  a  per  person 
or  per  family  basis  and  may  vary  with  the 
number  of  persons  in  a  family,  but  except  as 
otherwise  authorized  in  the  next  sentence, 
such  rates  must  be  equivalent  for  all 
individuals  and  for  all  families  of  similar 
composition.” 

This  subsection  then  goes  on  to 
describe  the  authorized  exceptions.* 

Subsequent  to  the  passage  of  the  Act 
and  based  on  a  review  of  the  community 
rating  system  of  prototype  HMOs,  it 
became  apparent  that  the  Act  did  not 
define  community  rating  in  a  manner 
that  was  consistent  with  some  group 
purchasers’  existing  practices  in  making 
payments  to  HMOs,  even  though  such 
practices  did  not  involve  experience 
rating.  This  problem  was  brought  to  the 
attention  of  Congress  which  then 
amended  the  Act  as  follows: 

“Nominal  differentials  in  such  rates  may  be 
established  to  reflect  the  compositing  of  the 
rates  of  payment  in  a  systematic  manner  to 
accommodate  group  purchasing  practices  of 
the  various  employers.” 

The  Senate  Committee  on  Labor  and 


*U.S.  Senate,  Report  of  the  Committee  on  Labor 
and  Public  Welfare  on  the  Health  Maintenance 
Organization  and  Resources  Act  of  1973,  Report  No. 
93-129,  pp.  29  and  30. 

*The  HMO  amendments  of  1976  allow  entities 
which  provide  comprehensive  health  services  on  a 
prepaid  basis  to  become  qualified  without  fixing 
rates  under  a  community  rating  system  for  48 
months  following  their  qualification. 

*The  subsection  provides  that  there  may  be 
nominal  difierentials  in  rates  to  reflect  differences 
in  administrative  costa  of  collecting  payments, 
difierences  in  marketing  costs,  and  compositing. 
Moreover,  the  subsection  exempts  from  community 
rating  persons  who  are  entitled  to  health  benefits 
under  certain  government  programs  (e.g.,  Medicare 
and  Medicaid). 


Public  Welfare  explained  the  reason  for 
this  amendment: 

“Section  6(c)  amends  the  Community 
Rating  requirement  in  Pub.  L  93-222  to 
recognize  existing  practices  for  the 
determination  of  rates  by  employers  and 
other  purchasers  of  health  care.  Further, 
many  HMOs  and  existing  prototypes  of 
HMOs  have  variations  in  ^eir  determination 
of  rates  which  are  precluded  by  the  existing 
language.  Because  of  these  practices, 
employers  and  HMOs  would  have  difficulty 
in  complying  with  the  rigidly  stated 
community  rating  provisions  of  the  present 
Act. 

Many  employers  for  example  follow  a 
composite  rating  system  whereby  individual 
rates  are  increased  somewhat  so  that  family 
rates  can  be  lowered.  In  the  case  of  HMOs 
and  HMO  type  plans  some  have  a  two  step 
rate,  individual  and  family,  a  three  step  rate, 
individual,  coupled,  and  family,  while  still 
others  may  have  a  rate  for  a  family  which 
varies  according  to  the  number  of  individuals 
in  a  family.  In  all  such  cases,  the  rates  are 
based  upon  a  basic  per  individual  rate. 

It  is  not  the  intent  of  the  Committee  to 
change  the  obligation  of  the  HMO  to  operate 
under  a  community  rating  system.  The 
Language  amendment  simply  authorized  the 
Secretary  to  take  into  account  the  varying 
ways  in  which  the  community  rating  is 
determined  under  existing  practices.”* 

Although  the  amendment  authorized 
the  continuation  of  existing  practices 
there  was  still  an  absence  of  a  basis  for 
determining  which  deviations  from  the 
strict  requirements  of  the  original  Act 
were  covered  by  the  amended  Act.  The 
following  principles  were  developed  to 
achieve  this  objective. 

III.  General  Community  Rating 
Principles 

This  section  sets  forth  principles 
which  provide  the  basis  for  determining 
whether  an  HMO’s  prepaid  rates  are 
established  under  a  community  rating 
system. 

Principle  1 — Rates  for  an  individual, 
family,  or  group  cannot  be  based  on  the 
specific  utilization  or  cost  experience  of 
that  individual,  family,  or  group.  (This 
principle  specifically  forbids  experience 
rating.) 

Principal  2 — For  non-group  enrollees, 
prepaid  rates  must  be  equivalent  for  all 
individuals  and  for  all  families  of  similar 
composition  if  their  benefits  are 
equivalent  (unless  otherwise  excepted 
by  the  Act  and  Regulations^.  For  group 
enrollees,  prepaid  rates  for  all 
individuals  and  for  all  families  of  similar 
composition  must  be  equivalent  to  those 
of  non-group  enrollees  if  benefits  are 
equivalent  unless  the  conditions  set 


*U.S.  Senate,  Report  fi'om  the  Committee  on 
Labor  and  Public  Welfare  on  S.  1926,  Health 
Maintenance  Organization  Amendments  of  1976, 
Report  No.  94-644,  p.  16. 
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forth  in  other  principles  are  met  or 
unless  otherwise  excepted  by  the  Act  > 
and  Regulations.  (Under  this  principle, 
the  rates  of  non-group  members  become 
the  benchmark.  If  the  rates  of  group 
members  are  the  same  as  those  of  non¬ 
group  members  the  community  rating 
test  is  met.) 

Principle  3 — Each  plan  must  have  a 
defined  community  rate  standard, 
applicable  to  all  plan  enrollees,  that 
provides  the  basis  for  deriving  prepaid 
rates.  The  standard  may  be  a  rate 
structure,  an  average  per  member  per 
month  revenue  requirement,  or  an 
average  per  subscriber  per  month 
revenue  requirement.  It  is  permissible 
under  a  community  rating  system  for  an 
HMO  to  establish  prepaid  rates  which 
vary  from  group  to  group  provided  that 
each  group’s  rates  are  derived  from  the 
standard  and  that  the  total  projected 
rate  revenue  from  each  group  is 
substantially  equivalent  to  what  would 
be  generated  under  the  application  of 
the  standard. 

(Illustrative  examples  of  how  this 
principle  is  applied  are  given  in  Section 
IV.) 

Principle  4 — Variations  in  rates  are 
permissible  if  they  reflect  differences  in 
benefits  (including  differences  in 
copayment  levels),  differences  in 
administrative  and  marketing  costs 
within  defined  group  categories,  and 
differences  in  groups’  contract  effective 
dates. 

Although  the  Act  requires  that  rates 
must  be  equivalent  for  all  individuals 
and  families  of  similar  composition,  it 
does  not  address  how  differences  in 
benefits,  copayment  levels  and  contract 
effective  dates  should  be  taken  into 
account.  Many  HMOs  offer  a  variety  of 
plans  with  different  benefits  and  various 
copayment  levels.  In  addition  an  HMO 
may  enter  into  annual  contracts  with 
groups  at  different  times  during  the 
HMO’s  fiscal  year.  When  this  happens, 
groups  with  earlier  contract  renewal 
dates  pay  rate  increases  before  groups 
with  later  contract  renewal  dates 
resulting  in  rate  differentials. 

In  determining  whether  a  community 
rating  system  meets  the  requirements  of 
the  Act,  differences  must  be  allowed  for 
groups  with  different  benefits, 
copayments  and  contract  effective 
dates.  Otherwise,  members  with  fewer 
benefits  would  subsidize  those  with 
more  benefits,  those  with  larger 
copayments  would  subsidize  those  with 
smaller  or  no  copayments,  and  all  rates 
changes  would  have  to  occur  at  the 
same  time  regardless  of  the  effective 


dates  of  contract  renewals. 

If  it  can  be  shown  that  prepaid  rates 
for  a  group  are  established  in  a  manner 
consistent  with  the  above  principles,  the 
rates  are  in  conformity  with  the 
community  rating  requirements  of  the 
Act  and  Regulations. 

The  following  section  gives 
illustrative  examples  of  how  these 
principles  are  applied.  Part  A  describes 
alternative  methods  that  may  be  used  to 
establish  a  community  rate  standard. 
Part  B  illustrates  a  variety  of  group 
rating  practices  which  meet  the  test  of 
what  is  permissible  under  a  community 
rating  system. 

IV.  Applications  of  the  Community 
Rating  Principles 

A.  Alternative  Methods  for  Establishing 
a  Community  Rate  Standard 

Principle  3  requires  that  each  HMO 
should  have  a  defined  standard, 
applicable  to  all  plan  enrollees,  that 
provides  the  basis  for  deriving  each 
group’s  rates.  Illustrations  of  alternative 
methods  for  deriving  such  a  standard 
are  given  below. 

1.  The  HMO  employs  a  standard  rate 
structure.  Under  this  approach,  an  HMO 
may  establish  a  standard  rate  structure 
[e.g.,  a  three-tiered  structure  ®  having  a 
fixed  relationship  between  rate-steps 
for  each  of  its  coverages.  Under  the 
standard  structure,  the  premium  rate 
should  be  the  same  for  all  families  of  the 
same  sizing  having  the  same  benefits 
and  the  same  contract  effective  date. 


irrespective  of  group  affiliation  (unless 
otherwise  excepted  by  the  Act). 

The  following  is  an  example  of  how 
an  HMO  might  translate  its  projected 
annual  revenue  requirement  into  a 
standard  rate  structure. 


Average  number  of  members  for  year _ _ _  30,000 

Total  projected  members  months  tor  year  ...........  360,000 

Total  revenue  needed . $10,800,000 


If  it  is  assumed  for  purpose  of 
simplication  that  all  30,000  members 
have  the  same  contract  period  (effective 
January  1st),  and  that  there  is  no 
copayment  revenue,  then  it  follows  that 
the  average  rate  revenue  requirement  is 
$30  per  member  per  month  [i.e., 
$10,800,000  ^  360,000  member  months). 

The  HMO  may  desire  that  its 
standard  rate  structure  be  a  three-tiered 
structure  having  a  fixed  ratio  relationhip 
(i.e.,  1:2:3)  between  rate  steps.” 
Assuming  for  the  entire  HMO 
community  that  30%  of  all  subscribers 
are  single  subscribers,  20%  are  2  party 
families  (i.e.,  subscribers  with  one 
dependent),  50%  are  3-1-  party  families 
(i.e.  subscribers  with  two  or  more 
dependents),  and  there  are  on  the 
average  2.45  members  per  contract  (i.e., 
per  subscriber),  the  $30  requirement 
would  translate  into  standard  rates  of: 
Single  subscriber,  $33.41;  2  party 
subscriber,  66.82; 3 -|-  party  subscriber, 
100.23. 

A  reconciliation  of  these  standard 
rates  and  the  $30  requirement  is 
provided  below  for  the  entire  HMO 
community: 


(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

Type  of  contract 

Percent 
distribution  of 
contracts 

Average 
contract  size 

Weighted 
average 
contract  size 

Prepaid  rate 

Weighted 
average  rate 

Single . 

2  party . 

3+  party. 


Total 


(Col.  2xCol.  5) 

(Col.  2xCol.  3) 

30 

.  1  .30 

$33.41 

$10,023 

20 

2  .40 

66  82 

13.364 

50 

3.5  1.75 

100.23 

40.115 

too . 

.  02.45  . 

73.502 

*  A  structure  under  which  a  subscriber  pays  one 
rate,  a  subscriber  with  one  dependent  pays  another 
rate,  and  all  subscribers  with  two  or  more 
dependents  pay  a  third  rate. 

*®  ‘'Step"  refers  to  an  individual  rate  in  the  rate 
structure.  (For  example,  the  rate  for  a  subscriber 
only  is  referred  to  as  the  First-step  rate,  the  rate  far 
a  subscriber  and  one  dependent  is  referred  to  as  the 
second-step  rate,  etc.) 

“  The  HMO  standard  rate  structure  may  be  other 
than  a  three-tiered  structure.  Moreover,  the  ration 
relationship  between  steps  may  be  whatever  the  , 
HMO  deems  to  be  appropriate. 

’’In  this  illustrative  example,  the  premium  rates 
are  derived  as  follows; 


(a)  A  first-step  conversion  factor  is  computed 
according  to  the  following  formula: 

2.45  (members  per  subscriber)  ,  . 

- — - 4  4  4  0|5 

(.30  X  1)  -I-  t.20  X  2)  -I-  (.50  X  3)  *2.20  ~ 

*  The  denominator  represents  the  family  composition 
weighted  by  the  desired  step  relationships. 

(b)  The  Hrst-step  conversion  factor  (1.1136)  times 
the  $30  requirement  equals  the  single  subscriber 
rate  ($33.41). 

(c)  The  2  party  and  3-1-  party  rates  are, 
respectively,  twice  and  three  times  the  single 
subscriber  rate. 


I 
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The  average  rate  per  subscriber 
($73,502)  divided  by  the  average  number 
of  members  per  subscriber  (2.45)  yields 
the  $30  requirement.  Thus,  if  all  single 
subscribers  were  charged  $33.41,  if  all  2 
party  subscribers  were  charged  $66.82, 
and  if  all  3+  party  subscribers  were 
charged  $100.23,  the  HMD’s  revenue 
requirement  would  be  met. 

The  HMD’s  standard  rate  structure 
would  be  composed  of  these  3-tiered 
rates.  However,  as  will  be  illustrated 
below,  it  is  permissible  under  a 
community  rating  system  for  groups  (or 
clusters  of  groups)  to  have  rates  which 
vary  from  the  standard  structure.  ’The 
test  of  whether  such  varying  rates  are 
permissible  is  that  the  projected  total 
revenue  derived  from  the  group  (or 
clusters  of  groups)  should  be 
substantially  equivalent  to  what  would 
be  paid  were  rates  based  on  the 
standard  rate  structure. 

2.  The  HMO  uses  a  standard  per 
member  per  month  amount  as  the  basis 
for  determining  each  group 's  rates. 


Under  this  alternative,  an  HMD  may 
establish  prepaid  rates  which  vary  from 
group  to  group  (or  among  clusters  of 
groups),  provided  that  the  average  per 
member  per  month  revenue  yield  from 
all  groups  having  the  same  benefits  and 
the  same  contract  effective  dates  is 
substantially  equivalent  to  a  community 
per  member  per  month  standard  (unless 
otherwise  excepted  by  the  Act).  'Hie 
rates  would  be  the  same  for  all  families 
of  the  same  size  in  each  group  (or  cluster 
of  groups)  but  would  be  different  for 
families  of  the  same  size  in  different 
groups. 

To  illustrate,  assume  that  the  HMD’s 
standard  rate  revenue  requirement  is 
$30  per  member  per  month.  Assume, 
moreover,  that  the  HMD  has  two  groups 
with  the  following  three-tiered  rates: 


Group 

Group 

A 

B 

Singla  . . ,  . 

$32.50 

$40.00 

2  party . . 

61.70 

80.00 

3-t-  p^ . . . . . . . - 

93.47 

100.00 

As  shown  below,  both  groups  would 
generate  the  same  per  member  per 
month  standard  revenue: 


Type  of  contract 


Percent  Average  Weighted  Prepaid  rate  Weighted 
DistritHJtion  of  contract  size  average  average  rate 

contracts  contract  size 


Group  A: 

Smgle . 

2  party . 

3+  party... 


Total _ 


Group  B: 
Single 
2  party 
3+  party 


25 

1 

.25 

$32.50 

$6,125 

30 

2 

.60 

61.70 

18.510 

45 

3.2 

1.44 

03.47 

42.065 

100  _ 

Z29 

66.700 

35 

1 

.35 

$40.00 

14.00 

20 

2 

.40 

80.00 

16.00 

45 

3.89 

1.75 

100.00 

45.00 

Total-.. 


too 


2.50 _  75.00 


Dividing  the  weighted  average  rate  for 
each  group  by  the  average  number  of 
members  per  subscriber  in  that  group 
yields  the  standard  requirement  of  $30 
per  member  per  month. 

Group  A  $68.70  per  subscriber -f- 2.29 
members  per  subscriber =$30.00. 

Croup  B  $75.00  per  subscriber-;- 2.50 
members  per  subscriber =$30.00. 

3.  The  HMO  uses  a  standard  per 
subscriber  per  month  amount  as  the 
basis  for  determining  each  group 's  rates. 
'The  use  of  this  approach  would  require 
that  the  rates  for  each  group  (or  cluster 
of  groups)  yield  an  amount  substantially 
equivalent  to  an  average  per  subscriber 
per  month  standard  (unless  otherwise 
excepted  by  the  Act).  The  rates  would 
be  the  same  for  all  families  of  the  same 
size  in  each  group  (or  cluster  of  groups) 
but  would  be  different  for  families  of  the 
same  size  in  different  groups. 


Groups  A  and  B,  with  the 
characteristics  given  in  Section  A-2, 
would  each  yield  $72.60  per  subscriber 
per  month,  based  on  the  following  three¬ 
tiered  rates: 

Group  Group 

A  B 

Single . .  $33.00  $38.72 

2  parly . . 66.00  77.44 

3+  party . . 09.00  96.80 

B.  Illustrative  Examples  of  Group  Rating 
Practices  Which  Are  Permissible  Under 
Community  Rating 

In  this  section,  illustrative  examples 
are  given  of  permissible  methods  for 
establishing  prepaid  rates  for  individual 
groups.  To  ascertain  whether  a  group’s 

prepaid  rates  meet  community  rating 
requirements,  it  must  be  shown  that  the 
method  for  establishing  rates  is 
consistent  with  the  principles  described 


in  Section  III,  unless  otherwise  excepted 
by  the  Act  and  Regulations. 

1.  Compositing.  Compositing  involves 
the  restructing  of  the  FMD’s  rates  in 
order  to  meet  the  needs  of  individual 
group  purchasers  or  to  conform  to  the 
existing  rate  structures  of  competing 
health  benefit  plans.  A  commonly  used 
approach  is  to  collapse  a  3-tiered 
structure  to  a  2-tiered  structure  or  to  a 
single  composite.  Whether  a  group  pays 
on  a  3-tiered,  2-tiered,  single  composite, 
or  some  other  rate  structure  basis,  the 
total  revenue  derived  from  the  group 
should  be  substantially  equivalent. 

The  following  examples  show  how 
compositing  is  accomplished. 

Example  a — Establishing  a  single 
composite: 

Assume  the  HMD  has  a  standard 
three-tiered  rate  structure  with  the 
following  rates:  (Refer  to  the  data  given 
in  Section  A-1,  which  illustrates  the 
computation  of  three-tiered  rates  under 
a  standard  rate  structure). 

Single  subscriber . $33.41 

2  party  subscriber _ _  66.82 

3+ party  subscriber _ _ 100.23 

The  following  table  shows  how  much 
total  revenue  would  derived  from  a 
hypothetical  group  C,  given  the 
application  of  the  standard  structure: 


Number  of  _  . 

Type  of  contract  subscriber  Prepaid  rate 

units  rwmnue 


Single............. _ 

38 

$33.40 

$1,268.58 

2  party . . . . 

16 

66.62 

1,202.76 

3-t-  party . . . 

44 

100.23 

4,410.12 

100  . 

6,882.46 

Suppose,  in  order  to  conform  with  the 
needs  of  group  C,  that  the  HMD  must 
charge  a  single  composite.  This  would 
be  a^ieved  by  dividing  the  total 
revenue  required  from  the  group  by  its 
total  number  of  subscribers.  For  group 
C,  the  single  composite  would  be  $68.82. 

If,  alternatively,  the  HMD  fixes  its 
rates  for  each  group  on  the  basis  of  a 
defined  per  member  per  month  standard 
[e.g.,  $30),  a  single  composite  would  be 
achieved  by  mulitplying  the  standard  by 
each  group’s  average  contract  size. 

Thus,  if  the  average  number  of  members 
per  contract  in  group  B  is  projected  to  be 
2.50,  the  single  composite  would  be 
$75.00. 

For  plant  which  use  a  per  subscriber 
per  month  amount  as  the  commimity 
rate  standard,  the  single  composite  for 
each  group  would  be  the  per  subscriber 
per  month  standard. 

Example  b — Establishing  a  two-tiered 
rate: 
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Assume  group  C  (refer  to  the  above 
example]  desires  to  maintain  the 
standard  single  subscriber  rate  and  have 
a  second  rate  applicable  to  all  families 
(one  form  of  two-step  compositing). 
There  is  only  one  second-step  rate  that 
will  satisfy  the  total  revenue 
requirement  of  $6,882.46.  This  rate  is 
computed  by  subtracting  the  revenue 
required  on  behalf  of  single  subscribers 
from  the  total  revenue  requirement  and 
dividing  the  difference  by  the  number  of 
two-or-more  person  subscriber  units  in 
the  group,  Le.,  ($6,882.46 — 

$1,269.58)  -r  (18 -1-44) =$90.53. 

As  shown  below,  the  resulting  two- 
tiered  rate  structure  yields  the  same 
revenue  for  group  C  as  does  the 
standard  structure: 


Type  of  contract 

Number  of 

subscriber  Prepaid  rate 
units 

Total 

revenue 

Single . . 

38 

$33.41 

$1,269.56 

2+  party . . . . 

62 

90.53 

5.612.86 

100  _ 

6,882.44 

2.  Altering  rate  step  relationships. 
Under  community  rating,  it  is 
permissible  to  vary  the- ratio 
relationships  [i.e.,  the  loading  factors] 
between  rate  steps  in  a  group’s  rate 
structure  provided  that  the  total  revenue 
generated  from  the  group  using  the 
altered  relationship  is  substantially 
equivalent  to  what  would  be  obtained 
from  the  group  if  it  were  charged  on  the 
basis  of  the  community  rate  standards. 

Example  a — Rate-setting  which  takes 
into  account  employer  contributions: 

Some  employers  only  contribute  to  the 
cost  of  covering  an  employee  and  the 
additional  costs  of  covering  dependents, 
if  any,  must  be  borne  entirely  by  the 
employee.  Not  uncommonly,  the 
employer’s  contribution  is  based  on  the 
single  subscriber  rate  of  a  competing 
indemnity  carrier  and  is  higher  than  the 
standard  single  rate  charged  by  the 
HMO  for  the  group’s  benefit  package. 
The  HMO  may  alter  its  rate  structure  for 
a  given  group  to  take  maximum 
advantage  of  the  employer’s 
contribution. 

For  example,  assume  that  the 
standard  three-tiered  rates  and  data 
given  for  group  C  in  the  compositing 
example  apply.  Suppose  that  the 
employer’s  contribution  is  100%  of  the 
single  subscriber  rate  for  the  alternate 
carrier  [i.e.,  $40]  and  that  the  HMO 
desires  that  its  single  subscriber  rate  of 
group  C  be  fixed  at  this  amoimt  under  a 
three-tiered  rate  structure.  'The  following 
is  a  derivation  of  the  HMO’s  rates: 


Type  of  Number  of 


contract  subscriber 
units 

Average 

contract 

size 

Prepaid  Total  revenue 
rate  requirement 

Single - 

38 

1 

$40 

$1,520 

2  party _ 

16 

2 

X 

5,362 

3+  pi^ _ 

44 

2.5 

“1.5 

— 

Total _ 

100 

6.882 

'*An  arbitrarily  determined  relationsbip. 

The  2  party  rate,  x,  may  be  solved, 
according  to  the  following  equation: 

[38  ($40)+18  (x]-f(1.5x]]  =$6,882: 
x= $63.83  (the  2  party  rate] 

1.5x= $95.75  (the  S-f  party  rate] 

The  altered  rate  structure  produces 
the  same  total  revenue  as  is  derived 
from  group  C  on  the  basis  of  the  HMO’s 
standard  rate  struchire. 

The  above  described  approach  also 
may  be  used  in  the  case  when  an  HMO 
bases  its  group  rates  on  a  defined  per 
member  per  month  rate  standard  [i.e., 
$30).  Assuming  the  $40  per  employee 
contribution  and  the  data  given  below 
for- group  D.  three-tiered  HMO  rates  may 
be  established  as  follows: 


Type  of  contract 

Number  of 
subscriber 
units 

Average 

contract 

size 

Prepaid  rats 

Single...„............_„. 

™.  30 

1 

$40 

2  party - 

™  20 

2 

X 

3+  p^ _ _ 

50 

3.6 

“1.5k 

100 

2.5 

■^An  arbitrarily  determined  relationshipa. 

Given  the  $30  per  member  per  month 
requirement,  x  (the  2  party  rate]  may  be 
solved  according  to  the  following 
equation: 

[.30  ($40]-f-.20  (x]-(-.50  (1.4x]-r$30. 
x= $66.32 

*1716  three-tiered  rates  of  $40  (single 
subscriber],  $66.32  (2  party],  and  $99.48 
(3-1-  party]  produce  an  average  revenue 
yield  of  ^0  per  member  per  month  from 
group  D. 

An  HMO  which  establishes  rates  on 
the  basis  of  a  defined  per  subscriber  per 
month  standard  [e.g.,  $72.60]  also  my  use 
the  approach.  The  rates  of  ^  (single 
subscriber],  $63.79  (2  party]  and  $95.68 
(3-i-  party]  yield  an  average  of  $72.80  per 
subscriber  per  month  from  group  D. 

Example  b — Rate-setting  which  takes 
into  account  the  rate-step  relationships 
(loading  factors]  of  competing  alternate 
carrier  plans: 

An  F^O  may  want,  for  competitive 
or  other  reasons,  to  alter  the  ratio 
relationships  between  rate-steps  to 
conform  with  those  of  the  alternate 
carrier.  This  is  permissible  under 
community  rating. 


Suppose,  for  example,  that  the  HMO’s 
standard  three-tiered  community  rates 
are  $33.41  (single  subscriber],  $66.82  (2 
party],  and  $100.23  (3-|-  party).  Note  that 
the  2  party  and  3-i-  party  rates  are. 
respectively,  twice  and  three  times  the 
single  subscriber  rate. 

The  HMO  may  desire  to  establish 
rates  for  group  C  which  have  a  step 
relationship  of  1:2:2.5  (the  rate-step 
relationship  of  the  alternate  carrier 
plan).  The  rates  shown  below,  bearing 
this  relationship,  generate  substantially 
the  same  total  revenue  on  behalf  of 
group  C  as  do  the  standard  rates.  (Refer 
also  to  example  a  of  Section  B-l.) 


Type  of  contract 

Number  of 
subscrteer 
units 

Premium 

rate 

Total 

revenue 

Single _ 

38 

$37.40 

$1,421.20 

2  party _ 

18 

74.80 

1,346.40 

3+  party - 

44 

93.50 

4,114.00 

too 

$6,881.60 

Example  c — Rate-setting  which  takes 
into  account  difference  in  family 
composition: 

An  HMO  may  alter  the  ratio 
relationships  between  rate  steps  to  take 
into  account  unique  family  composition 
characteristics  of  individual  groups. 

For  example,  assume  that  group  E  has 
a  disproportionately  large  number  of 
single  subscribers  and  that  the  HMO 
wants  to  establish  three-tiered  rates  that 
are  relatively  more  attractive  to 
subscribers  with  large  faqiilies.  Assume, 
moreover,  that  the  HMO’s  standard 
three-tiered  community  rates  are  those 
given  in  example  b,  above.  Group  E  has 
60  single  subscribers,  20  2  party 
subscribers,  and  20  3 -i-  party 
subscribers.  The  rates  given  below 
produce  the  same  total  revenue  on 
behalf  of  group  E  as  do  the  standard 
rates. 

single . $35.64 

2  party .  71.28 

3+  p^ . 89.10 

3.  Variations  based  on  differences  in 
contract  effective  dates.  It  is  permissible 
under  community  rating  for  an  HMO  to 
apply  the  same  increase  in  standard 
rates  to  all  groups  as  their  contracts 
renew  during  the  calendar  year.  In  this 
case,  there  i^l  be  times  [e.g.,  March) 
when  some  groups  [e.g.,  those  with 
April-December  renewal  dates]  would 
be  charged  the  preceeding  year’s  rates 
while  other  groups  [e.g.,  those  with 
January-March  renewal  dates]  would  be 
charged  the  new  rates. 

Alternatively,  an  HMO  may  charge 
different  premium  rates  to  groups  which 
have  the  same  benefits  but  which  have 
different  contract  effective  dates.  Such 
differences  may  be  justified  to  account 
for  the  effects,  over  time,  of  inflation  or 
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other  factors  which  increase  the  HMO's 
costs.  Under  one  approach,  groups  with 
later  contract  renewal  dates  would  pay 
higher  rates  than  groups  with  earlier 
contract  renewal  dates  for  the  duration 
of  their  contracts.  The  following 
hypothetical  schedule  of  rates  is  an 
example: 


Type  of  . 
contract 

Rates,  by  period  of  contract  renewal 

let 

quarter 

2d 

quarter 

3d 

quarter 

4th 

quarter 

Single . 

$25 

$26 

$27 

$28 

2  party . 

50 

52 

54 

56 

3+  party... 

75 

78 

ei 

84 

There  are  no  Federal  restrictions  on 
how  frequently  such  rates  may  be 
changed  nor  on  the  length  of  the 
contract  period  for  which  they  apply. 

4.  Prepaid  rate  variations  based  on 
differences  in  the  size  of  groups.  The 
subpart  A  regulations  allow  nominal 
differentials  in  rates  to  reflect 
differences  in  marketing  costs  and  the 
different  administrative  costs  of 
collecting  payments  from  three 
categories  of  subscribers: 

(1)  Non-group  subscribers 

(2)  Small  groups  of  100  subscribers  or 
less 

(3)  Groups  of  over  100  subscribers 

Since  rates  are  set  prospectively,  an 

HMO  may  not  always  know  at  the  time 
an  offering  is  made  to  a  group,  whether 
the  number  of  resulting  subscribers  will 
constitute  a  small  group  or  a  large  one. 

If  rates  are  set  in  anticipation  of  a  small 
group  but  a  large  one  results  from  the 
offering,  the  HMO  may  charge  the 
offered  rates  for  the  full  effective  period 
of  the  subscriber  contract,  provided  that, 
upon  subsequent  offer  of  re-enrollment 
the  rates  are  corrected  to  reflect  actual 
group  characteristics. 

The  guidelines  for  nominal 
differentials  is  that,  for  the  same 
effective  dates,  benefits  and 
copayments,  rates  for  small  groups 
should  not  exceed  105%  of  large  group 
rates,  and  non-group  rates  should  not 
exceed  110%  of  large  group  rates,  unless 
it  can  be  demonstrated  by  the  HMO  that 
higher  figures  are  warranted. 

5.  Community  rating  of  copayments. 
The  subpart  A  requirement  that  basic 
health  services  copayments  be 
community  rated  will  be  considered  met 
if  copayments  are  applied  uniformly  as 
to  amounts  and  limits  to  all  subscribers 
with  the  same  prepayment  rates,  service 
benefits,  and  effective  dates  of 
coverage. 

§  110.105(b)(3)(ii)(C)  Community 
rating;  Rate  differentials. 

Q.  Must  the  rates  established  for 
HMO  contracts  for  basic  and 


supplemental  health  services  for 
employees  of  States,  political 
subdivisions  of  States,  or  other  public 
entities  be  based  on  a  community  rating 
system? 

A.  No. 

§  110. 105(c)(1)  Postponement  of  the 
community  rating  requirement. 

Q.  What  HMOs  are  entitled  to 
postpone  the  requirement  of  community 
r.ating? 

A.  The  legislative  history  concerning 
the  postponement  of  the  community 
rating  requirement  for  48  months 
indicates  that  its  purpose  was  to  avoid 
placing  an  unreasonable  burden  on 
existing  plans  which  would  otherwise 
have  to  deal  with  the  complexities  of 
altering  their  rating  systems  at  the  time 
of  Federal  qualification.  To  be  eligible  to 
postpone  the  application  of  the 
community  rating  requirement,  an  HMO 
must  provide  evidence  to  the  Secretary 
of  numbers  of  members  and  months  of 
operation  at  the  time  of  qualification, 
the  combination  of  which  indicates  that 
the  entity  was  a  bona  frde  provider  of 
comprehensive  health  services  prior  to 
qualification. 

§  110.105(d)  Other  insurance. 

Q.  Is  it  allowable  for  an  HMO  to 
refuse  to  provide  basic  health  services 
when  a  member  is  entitled  to  benefits 
for  such  services  under  a  worker’s 
compensation  law  or  an  insurance 
policy? 

A.  No.  The  HMO  must  provide  the 
services.  However,  the  HMO  may 
collect  from  a  third  party  which  is 
responsible  for  payment  under  a 
worker’s  compensation  law  or  under  an 
insurance  policy,  or  from  the  member,  if 
the  member  has  been  paid  under  the  law 
or  the  insurance  policy. 

Organization  and  Operation 

§  110.108(a)(1)  (i),  (ii),  and  (Hi)  Fiscally 
sound  operation. 

Q.  Is  it  allowable  for  an  HMO  to 
contract  with  another  party  to  direct  the 
performance  of  the  HMO’s  marketing 
functions? 

A.  Yes.  An  HMO  is  allowed  to  enter 
into  a  contract  with  another  party  which 
undertakes  marketing  activities  on  the 
HMO’s  behalf;  however,  such  contract 
must  specify  that  the  HMO  retains  the 
right  to  terminate  the  agreement  and 
implement,  at  any  time,  its  own 
marketing  activities  to  any  groups  or 
individuals  it  proposes  to  serve.  Further, 
the  contract  must  assure  that 
performance  by  the  contractor  under  the 
contract  will  not  be  inconsistent  with 
.the  HMO’s  compliance  with  its 
assurances  and  applicable  requirements, 
such  as  the  one  for  full  and  fair 


disclosure  to  members  prior  to 
enrollment. 

Q.  Is  it  allowable  for  an  other  party  to 
guarantee  enrollment  for  HMO  services? 

A.  Yes. 

§  110.108(a)(l)(iv)  Approach  to  the  risk 
of  insolvency. 

Q.  What  is  meant  by  “unaffiliated 
providers?” 

A.  For  pimposes  of  this  section,  an 
imaffiliated  provider  is  a  provider  who 
is  not  (a)  a  member  of  the  HMO’s  staff 
or  associated  with  its  contracting 
medical  groupfs]  or  IPA(s);  (b)  a  health 
professional  under  a  direct  services 
contract  with  the  HMO;  or  (c)  an  entity, 
such  as  a  hospital,  with  which  an  HMO 
has  an  arrangement  for  the  provision  of 
basic  health  services. 

Q.  In  §  110.108(a)(l)(iv),  what  services 
are  referred  to  in  “services  rendered?” 

A.  “Services  rendered”  means  basic 
and  supplemental  health  services 
rendered  which  were  authorized  by  the 
HMO  and  for  which  it  has  an  obligation 
to  pay. 

Q.  Are  there  limitations  on  the 
sources  from  which  an  HMO  may  secure 
insurance  against  the  risk  of  insolvency? 

A.  No.  'The  regulations  do  not  limit  the 
sources  from  which  an  HMO  may  obtain 
insolvency  protection. 

§  110.108(a)(l)(vi)  HMO  liability 
insurance. 

Q.  What  arrangements  satisfy  the 
requirement  that  the  HMO  be  insured, 
or  have  other  arrangements  to  protect 
against,  losses  arising  from  professional 
liability  claims? 

A.  The  following  are  acceptable 
approaches: 

1.  An  HMO  may  obtain  malpractice 
insurance  in  amounts  adequate  to 
protect  itself  against  reasonably 
anticipated  judgments. 

2.  An  HMO  may  self-insure,  in  which 
case  it  must  demonstrate  sufficient 
unrestricted  assets  to  pay  reasonably 
anticipated  judgments. 

3.  An  HMO  may  obtain  a  “hold 
harmless”  and  indemnification 
agreement  from  the  entities  providing 
basic  and  supplemental  health  services, 
if  such  entities  maintain  adequate 
insurance  or  self-insurance  to  cover 
reasonably  anticipated  judgments. 

4.  Where  State  law  specifically 
excludes  an  HMO  from  malpractice 
liability,  no  coverage  is  required. 

§  110.108(c)  Broadly  representative 
enrollment. 

Q.  Are  there  additional  regulations 
regarding  full  and  fair  disclosure  to 
coordinate  with  requirements  under  the 
Employee  Retirement  Income  Security 
Act  of  1974  (ERISA)? 
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A.  No.  The  Secretary  has  proposed  to 
amend  the  regulations  regarding  full  and 
fair  disclosure  by  an  HMO  to  members 
and  employers  to  coordinate  with  • 
ERISA.  Until  those  provisions  are 
published  as  Knal  rules,  the  regulations 
at  §  110.108(c)  are  unchanged. 

§  110.108(d)  (1).  (2),  (3),  and  (4)  Open 
enrollment 

Q.  If  an  HMO  determines  that  a 
member  falsified  information  on  a 
health  questionnaire  prior  to  enrollment, 
is  it  allowable  for  the  HMO  to  expel 
such  member? 

A.  Neither  the  Act  nor  the  regulations 
prohibit  an  HMO  from  expelling  a 
member  for  material  falsification  of 
information  of  health  questionnaires, 
e.g.,  relating  to  health  status. 

§  110.108(g)  Conversion  of 
membership. 

Q.  If  an  HMO  does  not  offer 
individual  (non-group)  enrollment 
except  as  required  under  open 
enrollment  provisions,  must  it  offer 
conversion  to  non-group  status  to 
members  leaving  a  group? 

A.  Yes.  The  regulations  require  that 
the  HMO  offer  each  subscriber  leaving  a 
group  the  opportunity  to  convert  his/her 
membership  to  non-group  status. 
Therefore,  even  if  the  HMO  does  not 
otherwise  offer  enrollment  to 
individuals,  the  HMO  must  offer 
membership  to  individuals  terminating 
their  group  membership. 

Q.  May  the  HMO  require  that  a 
member  be  enrolled  for  a  minimum 
period  of  time  before  (s)he  is  eligible  to 
convert  to  non-group  membership? 

A.  No.  An  HMO  may  not  impose  a 
minimum  length  of  time  of  membership 
before  permitting  group  members  to 
convert  to  a  non-group  status. 

Q.  For  purposes  of  §  110.108(g),  what 
is  the  definition  of  “group?” 

A.  For  the  purposes  of  this  section,  a 
group  consists  of  members  who  enroll  in 
the  HMO  through  a  contract  or  other 
arrangement  which  provides  for  the 
enrollment  of  two  or  more  subscribers. 

§  110.108(h)(1)  (i)  and  (ii) 

Policymaking  body. 

Q.  May  the  non-member  portion  of  the 
policymaking  body  consist  of 
individuals  who  are  appointed  by, 
employed  by,  serve  on  the  board  of,  or 
serve  as  representatives  of  an 
organization  which  sponsors  the  PIMO 
or  is  an  insuring  organization  which 
competes  with  the  HMO  for  enrollment? 

A.  Yes. 

Q.  Is  the  requirement  that  the 
medically  underserved  population  be 
represented  satisfied  if  the  membership 
of  the  policymaking  body  of  the  HMO  is 


elected  at  large  by  the  enrolled 
population? 

A.  Not  necessarily.  If  the  HMO’s 
approved  service  area  encompasses 
areaswhich  the  Secretary  has 
designated  as  medically  imderserved 
areas  (MUAs),  and  if  at  least  Hve 
percent  of  the  HMO’s  total  enrollment 
resides  in  such  MUAs,  then  HMO 
“members  from  medically  underserved 
populations”  must  be  represented  on  the 
HMO’s  policymaking  body  by  persons 
specifically  identifiable  as 
representatives  of  that  class. 

%110.108(i)  Grievance  procedures. 

Q.  Must  grievance  procedures  be  in 
writing  and  readily  accessible  to  HMO 
members? 

A.  Yes.  Written  and  readily  accessible 
grievance  procedures  are  required  to 
assure  their  full  and  fair  disclosure  to 
members  (See  also  §  110,109(c)  for  a 
reference  to  requirements  regarding 
Medicare  and  Medicaid  enrollees). 

§  110.108  (m)  and  (n)  Health  education 
and  medical  social  services. 

Q.  Must  the  HMO  provide  health 
education  and  medical  social  services 
through  its  staff,  medical  group(s),  or 
IPA? 

A.  No.  Health  education  and  medical 
social  services  need  not  be  provided  by 
staff,  medical  group,  or  IPA  providers. 
An  HMO  may  provide  or  arrange  for 
these  services  through  agreements  with 
appropriate  personnel. 
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